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Regulated CPE Support 

Subcontract Agreement 
& Custom Work Order 
I 

Approx. 

- X X X X 

k-" -Indicates that the related item is disclosed on website and agrees to the written agreement. 

Special Completion Fully 
Equipment Time Loaded 

--I-+-- We noted 1 

Misc. & 
Overhead 

cost 

Material 
Cost 

the services were priced at either 
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We inquired of management as to the reason for the discrepancies noted throughout this 
procedure, and management indicated the following: 

"PricewaterhouseCoopers' assessment for this procedure for the Year 2002 Section 272 
Biennial Audit is comprised of a 16-point comparison between a contract and its 
associated web posting. A match within a category is denoted with a "-" and a potential 
discrepancy with an "x". 

It should be noted that there is not a 1-to-1 correlation between a match, "-", and the 
number of data entries reviewed within a particular category. For example, some of the 
contracts reviewed contain thousands of rate elements (e.g., Access Service Agreements 
and other Telecommunications Services Agreements). More than half of the 16 
categories assessed by PwC requires the successful mapping of multiple data elements to 
achieve a match, "-". 

Moreover, more than half of the noted discrepancies are associated with one posting 
oversight: failure to add a one-sentence description of the components of Verizon's Fully 
Distributed Cost ("FDC") calculations'. Because PricewaterhouseCoopers was looking 
for three specific disclosures' within the FDC sentence, it noted three discrepancies each 
time the definition wasn't displayed. Moreover, almost all of these "FDC description" 
errors are attributable to one of the Verizon Section 272 affiliates, Verizon Enterprise 
Solutions. Verizon reported that this affiliate inadvertently stopped including this 
definition in its write up for several months. Missing the definition of fully distributed 
cost, however, would not appear to be critical to an unaffiliated carrier's decision to 
purchase the service from Verizon. 

Almost all of the remaining reported discrepancies fall into 3 basic categories reviewed, 
rates, terms, and late postings. 

- Rates - More than half of the discrepancies, where a contracdamendment and its 
associated web posting do not display matching rates, are associated with publicly 
available interconnection agreements in the former GTE temtory. All but one of the 
remaining occurrences involves contracts that contain multiple rate elements (one 
contract has as many as 523 elements - 522 rates were posted correctly and 1 rate was 
missing). 

Terms - Half of these discrepancies are associated with publicly available Verizon Select 
Services (VSSI) interconnection agreements in the former GTE footprint. Since final 
versions of these agreements are submitted for state commission approval before they can 
go into effect, it is impossible for Verizon to satisfy the test, since the terms are defmed 
by the commission's order and not the dates listed in the agreement. Almost all of the 
remaining occurrences are common to the amendments for one particular contract. 

' Fur transiitmns recorded at fully Jirnibutd cost (FDC"), Vcrtmn ;urtom~nly 3dds the fulbrring descnpiion of FDC to it u r h  
pagca:"FDC ~ L J  ure h l l y  laded rsrer. which include the UOI~ of matcriali and all dtrect snd indirect misxllaneoua and ob :,head 
C O S ~ S . "  This rr-qum~ncnt anginated in the FCC'a .Ucmumndum 0p:niun and Order. FCC9k-?71. an B<ll South's 2pplisatian far 
Sectiun 271 dulhonty in Louisiana, rcleacd on Ooukr 13. 1998. In  parngrqh 337.  the Order rrarcd."RellSourh should alw SAW 

whether the hourly rite 1s .I fully-losdr.d rate. and whcther or not thst rate ~n:ludr.r the coat afmstmals and 311 dlrect or indirect 
misucllanrous and ovcrhcsd casts. so ihrt we can eyslutlte complnnce with our accounring safeguards." This drfinman of FDC i s  the 
Sume fur iuncnt ILEC t rmssmon~ wilh L D  zililiatcr A 11 has been, m c c  1989. for WANBC~~WS benrcm an ILEC and m y  of ~t no". 
:cbwlatr.d s t l i l ~ t e r ;  .M u;h, t t  use ad& no new information iora thud puny reviewmg the mnyaction. 
- The separate disrlu,ures wet?: that the published raw is ful ly  lauded. that it includes thc c . ~  o f r n ~ t c d r .  and that 11 in;ludss a l l  
nii~cell.mc.tiu~ i d  mcrhend CALI 
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Late Postinzs - Almost all of the noted instances of late postings are associated with 
contracts executed prior to 2001. Only two occurred within 2002. One of these was late 
due to the Christmas/New Year holiday. 

Internal Controls 
As a result of Verizon’s Year 2000 Section 272 Biennial Audit Report, filed on June 1 I, 
2001, Verizon identified certain issues for additional review, including Verizon’s web 
posting procedures. Management evaluated the existing controls to determine if 
additional controls or processes were needed. Where opportunities for improvements 
were identified, an implementation schedule was established and tracked for completion. 
In August 2001, the Section 272 affiliates’ regulatory and vendor management 
organizations developed and implemented additional internal controls to ensure the 
accuracy and timeliness of web postings. 

Revised web posting procedures were developed, implemented and posted on the Verizon 
Section 272 affiliates’ websites in late October 2001. The web site entries were reviewed 
to ensure consistency with the updated practices and procedures. Additional internal 
controls incorporated in the process included: 

Section 272 Contract Administrator notifies employee with web posting 
responsibilities of new agreement or amendments prior to execution date. 
Section 272 Contract Administrator is responsible for comparing web posting to fmal 
executed agreement to ensure consistency. 

Verizon also developed a comprehensive Affiliate Transactions Guideline for contracting 
services between Verizon ILECs and Verizon nonregulated affiliates (including the 
Section 272 affiliates). The Guideline incorporates previously issued contracting and 
pricing guidelines. The Guideline was fmalized and made available on Verizon’s 
intranet in October 2002.” 

6. We requested a listing and amounts of services rendered by month by the Verizon 
BOCLLECs to each Section 272 affiliate from January 3,2001 through September 30,2002. 
Management indicated that the services made available to the Section 272 affiliates and not 
made available to third parties were marketing and sales services. We inquired of 
management and management indicated that VLD, VES, and VSSI were the only Section 272 
affiliates that purchased marketing and sales services from January 3,2001 through 
September 30,2002. From a list of 828 transactions for VLD, VES, and VSSI, we selected a 
random sample of 88 marketing and sales transactions. For the sample selected, we obtained 
the Fully Distributed Cost (“FDC”) and the Fair Market Value (“FMV”) unit charges for the 
services as well as journal entries for the Verizon BOC/LEC to determine whether these 
transactions were recorded in the books of the Verizon BOC/ILECs in accordance with the 
affiliate transactions rules. We also requested copies of invoices for the sample that reflect 
the unit charges for the transactions. 

For 83 of the 88 transactions, we compared the unit charges in the invoice to FDC and FMV, 
and noted that these unit charges were priced at the higher of either FDC or FMV. We traced 
the invoiced amount to the books of the Verizon BOCIILEC and noted no differences. For 
the 83 transactions, we compared the amount the Section 272 affiliate has recorded in its 
books to the amount the Section 272 affiliate paid and noted no differences. 
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For 4 of the 88 transactions, the amount for the sample selected was a credit balance and the 
invoice did not contain unit charges. We traced the invoiced amount to the books of the 
Verizon BOCOLEC and noted no differences. 

For 1 of the 88 transactions, management indicated that the invoice was billed in error. We 
traced the original invoice amount to the books of the Verizon BOC/ILEC and noted no 
differences. We also obtained the subsequent reversing journal entry kom management, 

7. We requested a listing and amounts of services rendered by month to the Verizon BOCJLEC 
by each Section 272 affiliate from January 3,2001 through September 30,2002. 
Management indicated no services were provided by GSI to the Verizon BOCIILECs. 
Management indicated that the list of services was compiled using the Section 272 affiliates’ 
journal entries. We selected a random sample of 87 transactions ftom a population of 5 16. 

For the sample selected, we requested unit charges to compare to tariff, PMF’, FDC, or FMV 
rates, as appropriate, to determine whether these services were recorded in the books of the 
Verizon BOCIILEC in accordance with the affiliate transaction rules. We noted the 
following for the sample selected: 

For 72 of 87 sample items, management indicated that the service was priced at PMF’ and 
that the sales of the service to third parties consisted of more than 25% of the total 
quantity of the service sold to the 272 affiliates. 

93.4% of revenue for CPE related services was kom non-affiliates. 
3 1.8% of revenue for Long Distance Voice was from non-affiliates. 
77.2% of revenue for Prepaid Calling Cards was from non-affiliates. 

For 15 of 87 sample items, management indicated that the service was priced at FDC. 
Management indicated that the estimated annual billing to the Verizon BOC/ILEC does 
not exceed the $500,000 threshold per service that requires carriers to make a good faith 
determination of fair market value. 

For the sample selected, we requested for the amounts recorded and paid by the Verizon 
BOClILECs and noted the following: 

For 55 of 87 sample items, we compared the invoiced amount to the amount recorded in 
the Verizon BOUILECs’ books and noted no differences. We compared the amounts 
recorded and paid by the Verizon BOCIILECs’ and noted no differences. 
For 11 of 87 sample items, management indicated the sample selected were for amounts 
related to prepaid maintenance amortization. Management indicated these sample items 
represent customers who opted to prepay maintenance for a portion of or the entire length 
of the contract. The sample selected represents the Section 272 affiliate’s recognition of 
the deferred revenue. 
For 4 of 87 sample items, management indicated the sample selected were for amounts 
related to revenue recognition journal entries. Management indicated that VSSI invoices 
as a percentage of contract completes but recognizes revenue when the cost is incurred. 
For 2 of 87 sample items, management indicated the amounts related to cancelled 
contracts, which were later credited. 
For 2 of 87 sample items, management indicated the Verizon BOClILEC has not yet been 
invoiced by the Section 272 affiliate (Rererence Table 17). 
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No. 
1 
2 

Table 17 
~ 

Service Date Charge 
CPE Other 08/01/2002 $ 1,597.52 
CPE Other 08/01/2002 $ 896.56 

For 1 of 87 samples, management indicated that the invoiced amount was billed to anon- 
Verizon customer and should not have been included in the population. 

8. We obtained the balance sheets and detailed listings of fxed assets for the Section 272 
affiliates as of September 30,2002. We performed the procedures indicated for Objective I, 
Procedure 5. 

We inquired of management and management indicated there were no fixed assets purchased 
or transferred from the Venzon BOCLECs to the Section 272 affiliates from January 3, 
2001 through September 30,2002. 

We inquired of management and management indicated that there were no assets purchased 
or transferred to VLD, VES, or GSI from another affiliate. Management indicated that GNI 
purchased certain assets from another affiliate, Verizon Network Integration (“VNI”), and 
management also indicated that none of the assets purchased from VNI previously belonged 
to a Verizon BOCOLEC. Management indicated that VSSI purchased certain assets from 
other affiliates, Verizon Hawaii International and 1421 GTE.Net, but that none of these assets 
previously belonged to a Verizon BOCOLEC. 

We inquired of management and management indicated that there were no assets purchased 
or transferred to the Section 272 affiliates from the Verizon BOCiILECs, either directly or 
through another affiliate, since January 3,2001. 

9. For the Section 272 affiliates, we requested from management a list of assets and/or services 
priced pursuant to Section 252(e) or Section 252(0. Management indicated that VLD, VES, 
GNI, and GSI did not purchase any assets and/or services priced pursuant to Sections 252(e) 
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No. 
1 
2 

Tariff, Less 
Unit Rate Applicable 

State Billed Item Charged D i s e o u n t 
CA Residence Line (Flat Rate Service 2) $ 15.58 $15.18 
CA Residence Line (Flat Rate Service 2) $ 15.58 $15.18 
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No. 
1 

Tariff, Less 
Unit Rate Applicable 

State Billed Item Charged Discount 
WA Call Waiting ID $ 0.35 $ 0.28 

No. 
1 
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Tariff, Less 
Unit Rate Applicable 

State Billed Item Charged Discount 
TX cancel Call Waiting $0.91 $ 0.69 
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Objective VII: The BOC May Not Discriminate Against Any Entity in the Provision of 
Goods and Services 

1. We requested from the Verizon BOCs the procurement awards to each Section 272 affiliate 
from January 3,2001 through September 30,2002. Management indicated these services 
were provided to the BOCs on a sole source basis without soliciting bids: 

“Prepaid Calling Cards - VSSI Card Services provided pre-paid calling cards to the 
BOCs, including cards with custom artwork, for use at corporate events as give-away 
items. The service has been terminated. 
Use of Voice Mail -After the separate data affiliate requirement for VADI sunset on 
September 26,2001, VADI continued to temporarily occupy space previously leased by 
VES at 1166 Sixth Avenue in New York City. VES had an existing Voice Mail system 
with extra capacity. VADI used this capacity to avoid the expense and wait associated 
with installation of a second system. VADI discontinued use of this service on January 
3 I, 2002 when it vacated the building. 
Web Maintenance Service - After the separate data affiliate requirement for VADI sunset 
on September 26,2001, G M  continued to maintain the VADI website that was required 
up until that point to post all VADI transactions with the ILECs. Although the website 
was not required after sunset, GNI maintained it in order to provide data for the merger 
audit. This service was discontinued in September 2002 when it was determined that the 
information was no longer needed for the audit.” 

We obtained Verizon BOC’s procurement procedures, which stated, “When the product is 
technical in nature or designed to exact specifications set by the customer, a supplier is 
designated as the sole source for the product. The sole source must be utilized unless there is 
a business reason for not utilizing the supplier. If the identified supplier cannot be utilized, 
the customer must be advised and participate where appropriate in the identification process 
for an alternate supplier.” 

2. We obtained a list of all goods (including software), services, facilities, and customer 
network services information, excluding CPNI as defined in Section 222(f)(I) of the Act, and 
exchange access services and facilities inspected in Objective IX, made available to each 
Section 272 affiliate by the Verizon BOCOLEC. For the entire population of 38 items, we 
inquired of management as to the existence of any media used by the Verizon BOUILEC to 
inform unaffiliated entities of the availability of the same goods, services, facilities, and 
information at the same price, and on the same terms and conditions. Management indicated 
the media used to inform carriers of such items are the Section 272 websites: 

htrp://www.verizonld.com/regnotices/index.cfm?Org~=l for VLD 
0 http://www.verizonld.com/regnoticedindex.cfm?OrgID=2 for VES 

http://gni.verizon.com/Regrequirements.h~l for GNI 
http://www22.Verizon.com/longdistance/re~~atory/index.jsp for VSSI 
http://www.baglobal.co~vgsimegRequirements.asp for GSI 

3. We obtained a list from the Verizon BOC of all unaffiliated entities who have purchased the 
same goods, as Section 272 affiliates, (including software), services, facilities, and customer 
network services information (excludes CPNI) from the Verizon BOC, during the first 
twenty-one months of the engagement period. These services include public communication, 
billing and collections, interconnection, and local exchange services. We obtained a list of 
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New York Telephone 
Company and Unaffiated 

Entity 
Jescription of Rate per 

Service Exhibit E 

the specific unaffiliated entities that purchased these four services during October 2001 
(month selected by JOT) including the amount purchased, no public communications 
purchases, 29 billing and collections purchases, 330 interconnection purchases, and 7389 
local exchange purchases. We selected a random sample of 100 purchases from the 
population of 7,748 purchases. The random sample included no public communications 
purchases, 1 billing and collection purchase, 5 interconnection purchases, and 94 local 
exchange purchases. 

We inquired of management and management indicated during October 2001, the Section 
272 affiliates paid $0 for public communication services, $5,332,635.87 for billing and 
collection services, $0 for interconnection services, and $147,678.65 for local exchange 
services. 

For public communication services, we obtained a schedule detailing purchases made by 
unaffiliated entities from January 3,2001 to September 30,2002 totaling $53,790,044.25. No 
public communications purchases were selected in the random sample. 

For billing and collections services, we obtained a schedule detailing purchases made by 
unaffiliated entities from January 3,2001 to September 30,2002 totaling $573,730,408.01. 
One purchase of billing and collection services by one unaffiliated entity was selected in the 
random sample. We compared the rates, terms, and conditions appearing on the agreement of 
the sampled unaffiliated entity to the rates, terms, and conditions offered to the Section 272 
affiliates during the same time period. We noted the following differences in the Price Per 
Bill, Price per Message Billed, Manual Adjustment Charge, Marketing Message, Minimum 
Charges (Annual and Monthly), and Start Up Fee rates (Reference Table 20): 

BOCs and VLD BOCs and VES 

Description of Rate per Description of Rate per 
Service Exhibit E Service Exhibit E 

$0.96 

'rice per Bill $ 1.10 per Bill (non- 
discounted s '.lo discounted 
standard price) standard price) 
VLD Price per VES Price per 
Bill (discounted Bill (discounted 

85% billing 85% billing 
commitment) commitment) 
VLD Price per 
Bill (discounted 
price based on 5 
million $0.90 ( I )  
billdyear bill 
volume 
commitment) 

per Bill (non- 

price based on $1.00 price based on $1.00 
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New York Telephone 
Company and Unaffiliated 

Entity 
Description of Rate per 

Exhibit E Service 

BOCs and VLD BOCs and VES 

Description of Rate per Description of Rate per 
Service Exhibit E Service Exhibit 1 

VLD Price per 
Bill (discounted 
price based on 
10 million $0.85 (2) 
billdyear bill 
volume 
commitment) 

Price per 
Message Billed 
for each 
message in 
Excess of and 
average of 10 

Price per 

messages per 
bill 

1 Priceper I 

$0.01 

$0.02 

$0.015 

Message 
(charge of 
itemized call 
detail billing 
records) for less 

messages per 

Price per 
Message 
(charge of 
itemized call 
detail billing 
records) for 
more than 50 

Message 
(charge of 
itemized call 
detail billing 
records) for less 
than 50 
messages per 
bill 
Price per 
Message 
(charge of 
itemized call 
detail billing 
records) for 
more than 50 

messages per 
bill 

$0.02 

messages per 
bill 

$0.015 

Manual 

2harge 
4djustment 

Manual Manual 

(per adjustment) (per adjustment) 
$10.00 Adjustments $5.00 Adjustments $5.00 
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We inquired of management and management indicated the following: 

“The pricing in the unaffiliated entity agreement is from 1992. Upon expiration of the 
unaffiliated entity’s contract, that agreement was extended on a month-to-month basis 
while making repeated attempts to negotiate a new contract. Negotiations for a new 
contract proved to be unsuccessful and the unaffiliated entity continued to operate under 
the month-to-month extension of the 1992 agreement. 

The VES and VLD agreements contain rates based on updated business assumptions. As 
a result of the updated business assumptions, changes were made to the Price Per Bill, 
Price per Message Billed, Manual Adjustment Charge, Marketing Message, Minimum 
Charges (Annual and Monthly), and Start Up Fee rate elements. The unaffiliated entity’s 
agreement also included a Pay-Per-Call Advisory Message rate element since they used 
this service; VES and VLD did not use this service, thus that rate element was not 
included in those agreements.” 

In addition, management indicated that the unaffiliated entity’s billing services agreement 
was terminated effective November 1,2001. Management further indicated that new rates 
would apply to all Verizon billing services on November 1,2001. 

We inquired of management the amount each Section 272 affiliate was billed and the amount 
paid for billing and collections services from the Verizon BOC/ILEC during October 2001. 
Management indicated that the total amount billed to and paid by the Section 272 affiliate for 
billing and collection services was $5,332,635.43. We noted no differences. 

For interconnection services, we obtained a memo detailing purchases made by unaffiliated 
entities from January 3,2001 to September 30,2002 totaling $3,839,431. Five purchases of 
interconnection services by five different unaffiliated entities were selected in random 
sample. We requested a copy of the related interconnection agreements for the sample 
selected. We compared the rates, tenns and conditions appearing on the agreements of the 
sampled unaffiliated entities to the rates, terms and conditions offered to the Section 272 
affiliates during the same time period and noted no exceptions. 

We inquired of management the amount each Section 272 affiliate was billed and the amount 
paid for interconnection services from the Verizon BOCiILEC during October 2001. 
Management indicated, “For Interconnection agreements, there was no billing to Section 272 
affiliates in October 2001 as it relates to those sampled agreements in the state of 
Pennsylvania or Massachusetts.” 

For local exchange services, we obtained a schedule detailing purchases made by unaffiliated 
entities from January 3,2001 to September 30,2002 totaling $3,028,940,847.24. Ninety-four 
purchases of local exchange services by ninety-four different unaffiliated entities were 
selected in the random sample. We compared the rates, tenns and conditions appearing on 
the Customer Service Records (“CSRs”) of the sampled unaffiliated entities to the rates, 
terms and conditions offered to the Section 272 affiliates during the same time period. We 
noted eighteen instances where the rate on the unaffiliated CSR did not match or were unable 
to match the rate on the Section 272 affiliate CSR (Reference Table 21). We inquired of 
management and management provided responses explaining the differences as outlined in 
Table 21, 
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$332.25 

$595.00 

'able 21 
1 

No. USOC Description 

(3) 

(3) 

Dial Tone Line 

on-Published 

USF Surcharge 

IND Message Rate 
Business 

CC Subscriber Line 

:: 1 ZPAZD r T ) C h a r &  

5* DTLBX Dial Tone Line 

XUDBZ (ISDN Digital 
Trans ort 
ISDN Primary 23B+T 
Olt 

Federal Universal 
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cal Exchange 
I 

Nonaffiliate 1 Rate 
State 

$15.76 

$1.45 

$37.25 

$12.96 
$12.77 
$11.76 

$6.21 

$3 1.05 

$6.00 

$0.53 

$0.53 

$2.65 

$285.00 
$8.08 
$5.00 

NY 

NY $315.65 

$565.25 

$15.63 
$13.13 1 $10.63 

$0.55 
PA 1 $0.53 

VA $11.00 

affdiate 

$15.76 
$13.34 

Explanatioi 

$0.00 I (1) 

$37.59 j (2; 

$12.77 $12.96 I (2) 

$6.21 

$3 1.45 

$10.50 1 (3) 

1 (l), (2) $8.13 

$0.53 

$11.50 
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Local Exchange 

Management 
affiliate Explanation 

Section 272 

Rate 

NonaMliate 
State Rate No. USOC Description 

Federal Universal 
VA $0.60 $0.53 (1) 18 QURBM ServiceFund 

- Surcharge Multi Line 
1. The difference in rates is due to a timing issue. When rates change, they are not updated in 

specific customer service records until that customer’s billing cycle. 
2. The different rates for the services are due to customers falling into different rate groups. Rate 

groups are determined by NPA-NXX and are outlined in the tariff. 
3. Rates are based on customer specific contracts. 
4. $8.08 rate is the multi-line business rate. $5.00 rate is the single-line business rate. 
* The CSRS for the unaffiliated entities and/or the Section 272 affiliates had multiple rates for the 
same USOC. We were unable to determine which rates to compare. 

We inquired of management the amount each Section 272 affiliate was billed and the amount 
paid for local exchange services tiom the Verizon BOCfiLEC during October 2001, 
Management indicated that the total amount billed to and paid by the Section 272 affiliate for 
local exchange services was $147,678.65. We noted no differences. 

4. We inquired of management regarding the Verizon BOC’s methods for disseminating 
information about network changes, establishing or adopting new network standards and the 
availability of new network services to each Section 272 affiliate and to unaffiliated entities. 
Management indicated 

“Verizon provides public notice regarding network change, and the establishment and 
adoption of new network standards in accordance with the Commission’s network 
disclosure rules. See 47 C.F.R. Sections 51.325-51.335. Network disclosure for Verizon 
is made via the Internet website (www.verizon.com/regulatoly). When network changes 
are made with less than six months notice, the network disclosures are distributed to 
interconnecting carriers in accordance with Section 5 1.333. The local operating 
companies do not and will not disclose to the 272 affiliates or any other afftliated or 
unaffiliated telecommunications camers, any information about planned network changes 
until appropriate notice has been given. These methods are the same throughout the 
Verizon territory.” 

We noted no differences in the manner in which information regarding network changes, 
establishing or adopting new network standards, and the availability of new network services 
is disseminated to each Section 272 affiliate and to unaffiliated entities. 

5. We obtained and inspected scripts that Verizon BOC’s customer service representatives recite 
to new customers calling to establish new local telephone service in New York, 
Massachusetts, Maine, Rhode Island, Vermont, New Jersey, and Pennsylvania. We noted 
that the scripts informed the consumers of other providers of long distance along with the 
Section 272 affiliates. 

Management indicated that a neutral script is heard by most customers ordering new local 
service prior to reaching a call center representative through a voice response unit. The script 
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No. 

1 

Location Call Types States Covered 
Maine, Massachusetts, 

Braintree, Massachusetts Consumer New Y o 4  Rhode Island, 
I 1 I ~ ~~ 

2 I Arlington, Virginia 1 Consumer 
3 1 Madison, New Jersey 1 Consumer and Business 

Vermont 
New Jersey, Pennsylvania 
New Jersey, Pennsylvania 

We inquired of management and management indicated that Verizon has 73 consumer call 
centers that handled approximately 81.4 million calls from 27.8 million households in 2001. 

To obtain our sample of 100 inbound calls requesting to establish new local telephone service 
to whom the Verizon BOC’s customer service representatives attempted to market the 
Section 272 affiliate’s interLATA service, we listened into a total of 4,038 inbound calls from 
customers in Maine, Massachusetts, New Jersey, New York, Pennsylvania, Rhode Island, and 
Vermont (Reference Table 23). 

No. 
1 
2 
3 
4 

Location Sample Calls* Total Inbound Calls 
Braintree, MA (1“ Visit) 40 1,329 
Arlington, VA 9 713 
Madison, NJ IO 884 
Braintree, MA (2nd Visit) 41 1,112 

For the first 100 inbound callers requesting to establish new local telephone service to whom 
the sales representatives attempted to market the Section 272 affiliate’s interLATA service, 
we listened to the messages conveyed between the customer service representatives and the 
inbound callers, specifically, if the customer service representative steered the customer 
toward a Section 272 affiliate, if the customer was informed of the list of other providers, and 
if the customer was informed of their right to choose a provider. The 100 inbound calls were 
answered by 95 different customer service representatives. 

Totals+ 
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For 9 of the 100 inbound calls, we noted that the customer service representative did not 
inform the caller of other providers of interLATA services, or did not inform the caller of his 
right to make the selection (Reference Table 24). For 1 of the 9 calls (noted by an “*” in 
Table 24), we also observed the following: 

The customer service representative asked the customer if she wanted long distance 
service and told her, “If you choose Verizon, there is no extra charge, but if you choose 
another carrier, then there is a one-time fee of $5.” Customer then declined long distance 
service. Management indicated “the representative erred when mentioning the $5.00 PIC 
Change Fee since it is not applicable to customers who are selecting an interLATA 
carrier when establishing new local telephone service with Verizon.” 

Table 24 
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Objective VIII: The BOC shall not discriminate against any entity in the fulfillment of 
requests for services. 

1. We inquired of management regarding the practices and processes the Verizon BOCALEC 
has in place to fulfill requests for telephone exchange service and exchange access service for 
the Section 272 affiliates, other affiliates, and nonaffiliates in each state where the Verizon 
BOCALEC has been authorized to provide in region interLATA services. Management 
provided documentation describing the practices and processes the Verizon BOC/ILEC has in 
place to fulfill requests for telephone exchange and exchange access service for the Section 
272 affiliates, other affiliates, and nonaffiliates. Management indicated that the same 
processes, practices and systems are used to fulfill requests for both affiliates and 
nonaffiliates within each region. 

We inquired of management regarding the Verizon BOC’s internal controls and procedures 
designed to implement its duty to provide non-discriminatory service for fulfillment of 
requests for telephone exchange service and exchange access service. Management provided 
the following response: 

“Verizon’s 272 affiliates are required to use the same installation and repair interfaces 
with the Verizon ILEC operations as are made available to nonaffiliates. ASRs and 
trouble tickets are processed through the same interfaces and systems for both 272 
affiliates and nonaffiliates. Also, the determinations of the availability of facilities for 
272 affiliates and nonaffiliates use the same systems. 

The systems that process installation orders apply the same standard minimum 
provisioning intervals (where facilities exist) and the same first-come-first-served priority 
to special access orders regardless of the identity of the customer. The systems that track 
and process the facilities checks are programmed to process orders on a first-come-first- 
served basis, regardless of the identity of the customer. Where facilities are required to 
he built or installed to provision a special access service request, Verizon performs that 
work on a first-come-first-seed basis, regardless of the identity of the customer. 
Similarly the systems that track and process trouble reports process reports on a first 
come first service basis, regardless of the identity of the customer. Thus, at each step in 
the fulfillment of requests the same treatment is given to nonaffiliated customers and 
affiliate customers. Verizon also provides procedural guidelines for the provisioning and 
maintenance of these services, regardless of the identity of the customer. Employees are 
trained in these procedures and compliance is monitored monthly by a sampling of orders 
and trouble reports. Reinforcement of Verizon’s commitment to customer parity is 
frequently a topic of review at general team meetings. Verizon sets its internal service 
objectives and internally measures both its provisioning and maintenance performance by 
geographic location, not by customer identity. Management performance evaluations and 
the Verizon Incentive Plan payouts are based on meeting the predetermined service 
objectives. Verizon requires each employee to review yearly the company’s Code of 
Business Conduct, in which dealings with our competitors, customers and suppliers, both 
affiliate and non-affiliate are outlined. 

It should be noted that different customers request different services in different locations 
and with different requested intervals, making the actual requested service experience 
different over time and across customers for reasons outside Verizon’s control. 

PUBLIC VERSION - REDACTED Appendix A: 63 



Appendix A 

Part of the internal control environment involved extensive communication and training 
to assure all employees in the company are aware of the Section 272 obligations. The 
Section 272 rules are summarized on the Affiliate Interest corporate web site. 

To support this communications effort, the Senior VP-Regulatory Compliance sent letters 
to the “‘Top 300” senior managers on July 7,2000, June 29,2001 and July 9,2002 
emphasizing the importance of complying with Section 272 obligations. In these 
communications the senior managers are asked to assure their organizations are aware of, 
and follow, the rules. Summaries of the Section 272 rules or links to the internal 
corporate affiliate web sites were included in the correspondence. Further, letters were 
sent to Group Presidents and VF’ equivalents in December 2001/January 2002 and in 
January 2003 from the Executive Director-Regulatory Compliance, which focused on 
Section 272 obligations. 

The importance of adhering to all affiliate regulations. including Section 272. was 
emphasized through corporate-wide emails sent to allemployees on March 14,2001 and 
July 22,2002. 

Training efforts begun shortly after the passage of the Telecommunications Act on 
Section 272, continued in 2001 and 2002. During 2001 and 2002, approximately 2,500 
employees attended training sessions sponsored by the affiliate organization. This is in 
addition to training conducted by individual departments and organizations.” 

2. We inquired of management regarding the processes and procedures followed by the Verizon 
BOC/ILEC used to provide information regarding the availability of facilities in the 
provisioning of special access service to its Section 272 affiliates, other affiliates, and 
nonaffiliates for each state where the Verizon BOCDLEC has been authorized to provide in- 
region interLATA services. Management provided documentation describing the processes 
and procedures followed by the Verizon BOC/ILEC used to provide information regarding 
the availability of facilities in the provisioning of special access service to its Section 272 
affiliates, other affiliates, and nonaffiliates for each state where the Verizon BOCDLEC has 
been authorized to provide in-region interLATA services. 

Management indicated that carriers do not get information about facility availability. 
Management further indicated that the wholesale website and Firm Order Confmation 
process used to place orders do not provide any carrier information on facility availability for 
special access services. Account Management or Customer Service contacts may provide 
information in response to specific customer requests. Management indicated the same type 
of information and timeliness of information is provided to Section 272 affiliate, other 
affiliates and nonaffliates. 

We inquired of management whether any employees of the Section 272 affiliates or other 
affiliates have access to, or have obtained, information regarding special access facilities 
availability in a manner different from the manner made available to nonaffiliates. 
Management indicated that it is not aware of any employees of the Section 272 affiliate or 
other affiliate carriers that have access to, or have obtained, information regarding special 
access facilities availability in a manner different from the manner that such information is 
also made available to nonaffliates. 

3. We requested of management written methodology used by the Verizon BOCIILEC for 
documenting time intervals for processing orders, provisioning of service and performing 
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repair and maintenance services for the Section 272 affiliates, other affiliates and 
nonaffiliates for the services described in procedure 4 below. Management provided 
documentation describing how the Verizon BOCIILEC documents time intervals for 
processing orders, provisioning of service and performing repair and maintenance services. 

Management indicated that the Verizon BOCDLEC documents the time interval for the 
installation and repair of special access and Feature Group D (“FG-D) services using the 
information captured by the appropriate systems that process the installation and repair of 
access services and by using established business rules. 

Management further indicated that the business rules utilized for the special access services 
are the business rules associated with the Merger Condition XIX service quality reports (the 
“Merger Condition XIX)  required by paragraph 53 of Appendix D of the Federal 
Communications Commission’s Memorandum Opinion and Order in Common Carrier 
Docket No. 98 (the “BNGTE Merger Order”) released by the FCC on June 16,2000. 
Management indicated that the FCC Common Carrier Bureau approved those business rules 
and the FCC Wireline Competition Bureau subsequently approved modifications to those 
business rules. 

We inquired of management and management indicated that the methods used to prepare the 
BNGTE Merger Order reports described above are the methods used to provide these same 
metrics for the special access services described in Procedure 4. Management also indicated 
that in order to provide service quality data for FG-D in the context of this audit, the Verizon 
BOC/ILEC applied essentially the same business rules used for special access. 

Firm Order Confirmation Response Time, Average Installation Interval (Special Access 
and FGD), Percent Installation Commitments Met (Special Access and FG-D) 

Management indicated that the reporting of Firm Order Confirmation Response Time, 
Average Installation Interval and Percent Installation Commitments Met (“the Installation 
measures”) is derived from information contained in the underlying Operational Support 
Systems and specific time stamps applied in those systems that the Verizon BOCnLEC 
utilizes as part of the Access Service Request (“ASR) process for carrier orders. We noted 
that the documented methodology for the Installation measures referenced time stamps 
(including the Clean ASR Date or Application Date, the FOC Returned Date and the 
Completion Date). Management indicated that these time stamps are obtained from their 
relevant systems, including CABS Automated Front End (“CAFE), Exchange Access 
Control and Tracking (“EXACT”), Work Force Administrator (“WFA”) and (for the former 
GTE portions of Pennsylvania only) Automated Work Administration System (“AWAY). 

Total Trouble Reports, Average Repair Interval (Special Access and F G D )  

Management indicated that the reporting of Total Trouble Reports and Average Repair 
Interval (“the Maintenance and Repair measures”) is derived from information contained in 
the underlying Operational Support Systems and specific time stamps applied in those 
systems that the Verizon BOCDLEC utilizes as part of the trouble report process used for 
canier trouble ticket administration. We noted that the documented methodology for the 
Maintenance and Repair measures referenced time stamps (including the Date/Time Received 
and Date/Time Cleared). Management indicated that these time stamps are obtained from 
their relevant systems, including WFA and (for the former GTE portions of Pennsylvania 
only) AWAS. 
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Management also indicated that the reporting of FG-D performance measurements utilize the 
Same Operational Support Systems and the same methodology used for Special Access. 

Average Time of PIC Change 

Management indicated that the reporting of the Average Time of PIC Change measure is 
derived from information contained in the underlying Operational Support Systems and 
specific time stamps, carrier identification codes, and transaction types captured and/or 
applied in those systems that the Verizon BOCiILEC utilizes as part of the PIC change 
process. We noted that the documented methodology for the Average Time of PIC Change 
measure referenced fields (including the ACNA, CIC, Incoming Transaction Code Status 
Indicator (“TCSI”), Outgoing TCSI, Customer Type Indicator, Jurisdictional Indicator, 
Process Begin Date, Process End Date). Management indicated that these time stamps and 
fields are obtained from their relevant systems, including the Xpress Electronic Access 
(“XEA”) system. 

4. We requested from the Verizon BOC/ILEC performance data maintained during the 
engagement period, by month, indicating intervals for processing orders (for initial 
installation request, subsequent requests for improvement, upgrades or modifications of 
service, or repair and maintenance), provisioning of service, and performing repair and 
maintenance services for the Section 272 affiliates, other affiliates, and nonaffiliates, as 
separate groups, for the following services: 

Telephone exchange service (where the Section 272 affiliate resells local service or 
intraLATA toll service) 
Exchange access services for DSO, DS1, DS3, OCn, and Feature Group D 
Unbundled network elements (where the Section 272 affiliates leases any unbundled 
network elements from the Verizon BOCIILEC) 
PIC change orders for intraLATA toll services (where the Section 272 affiliate provides 
this service) and interLATA services. 

The reports provided by management for the performance measurement reports under this 
procedure are included in Attachment A to this report. 

Management indicated that the business rules applied to calculate the performance measures 
are consistent with the affidavits filed in each state with some exceptions in New York, 
Massachusetts and Connecticut. We inquired of management and management indicated that 
in all hut New York, Massachusetts and Connecticut, affidavits filed in connection with the 
271 proceedings had a footnote on the 272(e)( 1) exhibit noting that metrics definitions would 
be modified consistent with changes to the Merger Condition XIX measures. Management 
indicated that for this audit, to be consistent across all states, metrics consistent with the 
Merger Condition XIX business rules were used for all states. Management further indicated 
that the Massachusetts and Connecticut measures for this audit were submitted on the same 
basis as the approved measures in the 271 proceedings approved by the FCC in later 
approvals for Pennsylvania, Rhode Island, Vermont, New Jersey, Maine, New Hampshire, 
Delaware, and Virginia. Management indicated that these measures are consistent with the 
defmitions approved by the FCC for these measures as part of the merger proceeding, and if 
these original Massachusetts and Connecticut definitions had been used, the reports in the 
audit would be on a different basis. 
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We noted that management did not provide telephone exchange service and unbundled 
network elements \performance measurement data. We inquired of management and 
management indicated that the 272 affiliates did not purchase local services or intraLATA 
toll service for resale from the Verizon BOC in all states or the ILEC in Virginia after being 
authorized in the respective states to provide in region interLATA services during the 
engagement period. Management also indicated that the 272 affiliates did not lease any 
unbundled network elements from the Verizon BOCiILEC in all states after being authorized 
in the respective states to provide in region interLATA services during the engagement 
period. 

Management further indicated that the 272 affiliate VLD did not offer its Pennsylvania 
customers resold Verizon North intraLATA toll service, however, management did identify 
three VLD customers who had chosen Verizon North as their intraLATA toll service provider 
and who received bills from VLD for those services during the period from April 2002 to 
September 2002. Management determined the amount of intraLATA toll services that VLD 
purchased from the former GTE LEC to be $5 1.29 and the total amount of usage billed in 
connection with these customers to be approximately 300 minutes. Management did not 
provide performance measurement data in connection with these three VLD customers. 

We noted that the performance data provided by management and included in Attachment A 
included the results, means and standard deviations (where appropriate) for the following 
performance measures: 

Average Installation Interval 
Percent Installation Commitments Met 
Total Trouble Reports 
Average Repair Interval 

Management indicated that the Average Time of PIC Change measurement results include 
the tap six nonaffiliate long distance carriers, which represent more than 85% of total PIC 
changes. 

We noted that the performance measurement results (other than Average Time of PIC Change 
measure) for the state of Connecticut for the engagement period were aggregated with the 
performance measurement results for the State of New York. 

We examined the performance measurement reports provided and compared the reported 
intervals for the Section 272 affiliate to the reported intervals for nonaffiliates. We noted 
certain instances where the reported intervals for fulfillment of requests from nonaffiliates 
were longer than for the Section 272 affiliates. We inquired of management and management 
provided the following response for PIC results: 

Firm Order Confirmation Response Time 

Average Time of PIC Change 

“Verizon processed carrier-initiated PIC transactions (mechanical batch submissions) 
using the same systems and procedures for all carriers, with no manual intervention in 
handling the incoming files that could affect the processing interval. After successfully 
passing through a series of editshpdates, PIC transactions were sent to the switch for 
implementation. 
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# BATCH 

HOUR OF 
MOST 

FREOUENT INTERVAL 
CARRIER 

Affiliate 
A 
B 
C 
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44 1553 11:OO- 15:OO 1:15 
87 27010 1:00 - 4:OO 3:38 
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State 
CT 
NY 

MA 

In the Massachusetts study, the affiliate PIC interval was over three hours, even though 
the affiliate most frequently submitted its PIC orders outside of the down time period. 
This is due to the fact that a portion of these orders submitted on April 4 took as much as 
a half-day to complete due to processing issues. However, the data for the unaffiliated 
caniers shows the same pattern as above - orders submitted during the down time period 
took significantly longer to process than orders submitted during the rest of the day. 

Hours of Operations 
04:OO to 23:30 Sun-Sat 
04:OO to 23:30 Sun-Sat 
0 4 : O O  to 23:30 Mon-Fri. 
04:OO to 21:30 Sat 

RI 

VT 

I ME I 04:oo to 2130 sat I 

04:OO to 19:OO Sun 
04:OO to 23:30 Mon-Fri. 
04:OO to 21:30 Sat 
04:OO to 19:OO Sun 
04:OO to 23:30 Mon-Fri. 
04:OO to 21:30 Sat 

~ ~~ .. . ~ 

I NH 1 04:OO to 21:30 Sat 

04:OO to 19:OO Sun 
04:OO to 22:50 Sun. - Sat. 
04:OO to 22:50 Sun. - Sat. 
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We inquired of management and management provided the following response for Special 
Access and Feature Group D results: 

“Verizon’s BOCiILECs have established and follow practices, procedures and policies to 
fulfill requests from unaffiliated entities for exchange access within a period no longer 
than the period in which they fulfill similar request for the same exchange access to their 
affiliates. Based on the way data were categorized, the impression is that, in some 
instances, the Verizon BOCllLECs have fulfilled requests from unaffiliated entities for 
exchange access within an average time period longer than the average time period in 
which they fulfilled requests of such exchange access to themselves and/or their 
affiliates. In fact, the data do not support this conclusion. 

There are two reasons that negative inferences cannot be drawn from the data. First, the 
interval measurements aggregate services and circumstances that mask reasons for the 
different results. Second, the data contain relatively low volumes of special access orders 
from Section 272 affiliates across all states (98 installation orders in 2001; 185 
installation orders in 2002; 115 trouble reports in 2001 and 146 in 2002), which makes it 
difficult to identify patterns or draw statistically significant conclusions. The existence of 
low volumes is particularly problematic in the case of special access because of the large 
number and variety of reasons that may cause any one special access service installation 
request or reported trouble to be potentially very different from another special access 
request or trouble. In reviewing the special access results, Verizon considered both the 
treatment of the orders and troubles in the BOC/ILEC processes and systems and the 
effects of customer actions (Section 272 affiliate and non-affiliates) that are independent 
of actions of the BOCOLEC. 

As a result of its examination of the data and the factors that can affect relative 
performance, Verizon has determined that the following factors may explain the different 
results in installation and repair for affiliates vs. non-affiliates. For installation, the 
differences in intervals were likely affected by the facts that (1) non-affiliates tended to 
request installation dates that were longer than the standard interval; (2) non-affiliate 
orders required building of facilities more often than affiliate orders; and (3) non-affiliate 
orders involved copper facilities rather than fiber more often than affiliate orders. For 
maintenance, the differences in mean time to repair were likely affected by the facts that 
(1) non-affiliate repairs involved copper facilities rather than fiber more often than 
affiliate orders; and (2) the number of trouble reports for affiliates was very small. 

Special Access Installation 

A significant number of variables can affect special access provisioning performance. 
Some of the characteristics that distinguish one special access installation order from 
another include: (1) the extent to which some customers request longer installation due 
dates; (2) whether Verizon BOCOLECs already have the transport facilities and 
equipment in place to provision the specific route and service configuration requested by 
the customer; and (3) the specific location and complexity of the circuits requested. 
While Verizon cannot analyze all of the potential combinations of possible factors 
affecting special access performance results for all states, for all service categories, for all 
months largely due to the very high volume of non-affiliate orders, sufficient analysis is 
possible to address the likely causes of the differences. Verizon examined instances with 
higher 272 volumes in the reported results and noted the following: 
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